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Terminology Department
Conducted by the Speciai, Committee on Accounting Terminology
of the American Institute of Accountants

During the months that the Terminology Department has appeared
in The Journal of Accountancy the committee on terminology has received
a number of very fine letters with reference to terminology matters. In
some instances the writers have merely disagreed with the language or
with the illustrations used by the committee, while in other cases different
views were expressed regarding the fundamental meaning of a word. The
committee wishes to express publicly its appreciation for all these sugges
tions and to state that every suggestion has received careful consideration
by all members of the committee. It is hoped that other members of the
profession will take the opportunity to offer suggestions or to make criti
cisms, for the committee believes this the best way to obtain sound and
acceptable definitions for many of the more commonly used words in
accountancy.
In this issue of The Journal of Accountancy the committee presents
two letters, both with reference to the article appearing in the September
issue of the magazine. Each of these letters shows a careful consideration
of the subject and a fine spirit on the part of the writer. The letters
follow:
Letter No. 1
“The committee on terminology certainly has a job on its hands in
attempting to build up an accepted terminology. I think that at the outset
several points should be stressed in accordance with which the committee
will do its work. We must realize that the attempt to make our ideas
square with the dictionary is hopeless; therefore let us forget the diction
ary and settle upon a terminology which will meet the views of the prac
titioners, and if the members of the institute accept the definitions which
have been prepared by its committee, the dictionary makers must follow
suit. Moreover, we need not confine our use of a special term to its use
in common parlance because our usage should take on an exactness that
is often absent in the vernacular.
“Let us take for example the word depreciation. The definition pub
lished by the committee first brings out the derivation of the word from
the Latin, that is, the idea of a reduction in price or value. Now a re
duction in price may be caused by economic conditions and may reflect
economic conditions exclusively, but it seems to me that we should not
use the word to mean both a reduction in price due to economic conditions
and a loss in value due to wear and tear. Then again, when you say re
duction in value, do you mean value, in exchange or cost value or any
other idea of value that we may conjure up. I notice in several places
that the committee mentions the fact that regulatory bodies comprehend
depreciation to include obsolescence and inadequacy. Should we not at
the very outside of our work ignore definitions of regulatory bodies and
if regulatory bodies wish to include obsolescence in their terminology of
depreciation, we can as accountants take care of the situation in another
way by providing if desired, a separate reserve for obsolescence and a
separate reserve for depreciation.
“We all know that as a general rule accountants in providing for a
reserve for depreciation undertake to determine which is the predominant
factor, that is to say, whether wear and tear or obsolescence is the ele
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ment which is most effective in the extinguishment of the asset value and
having determined that, the provision for depreciation is arranged for
accordingly. I do not believe that we will ever get anywhere on termi
nology unless we take just such an attitude. We must ignore common
usage dictionary makers and the inexact definitions of regulatory bodies
and begin our work with the idea of making a definition fit one particular
set of circumstances or conditions and no others; otherwise you will be
up against as difficult a problem as attempting to define the word bank
without any qualifying adjective, and the work of your committee will
go for naught as did the well-intentioned efforts of an earlier committee.
“I am suggesting a definition of depreciation as a basis for discussion
as follows: ‘Depreciation—the measure of the loss in cost value of physi
cal property which is assumed to have occurred in the past and which
is not offset by adequate repairs or renewals, caused by wear and tear,
disuse or climatic conditions; that proportion of the original cost value
which is assumed to have expired and which reflects the deterioration in
physical or functional value due to wear and tear, disuse or action of
the elements. Provision for depreciation does not contemplate extra
ordinary catastrophes which are contingencies more or less remote nor
does it comprehend a provision for the replacement of the equipment at
a later date but at increased cost due to rising price levels. AU physical
property is subject to deterioration and a provision for depreciation is
an estimate intended to cover these elements only. On the retirement
of property from service, the scrap value, if any, is ascertained and the
difference between the cost value and the scrap value is charged against
the surplus profits reserved or set aside to meet this contingency. Any
excess of such reserved profits is transferred to surplus. Any deficiency
in the amount of reserved profits is charged to surplus or capital
accounts.’
“You will note from the above definition that I bring out the idea
that depreciation has reference always to cost value; that it is an element
of loss which is assumed to have occurred and by the use of the word
‘assumed’ I overcome the objectionable use of ‘theoretical,’ and I bring
out the idea that it is caused solely by wear and tear, by disuse or
climatic conditions. The definition limits depreciation to the elements
mentioned above. I avoid the use of the word reserve for depreciation
because I think that the committee must ultimately settle the use of the
word reserve, and I am not at all in entire agreement with Mr. Finney in
his conclusions in this matter as set out in his paper in Chicago.
“I am also giving the following definition of the word fluctuation:
‘Fluctuation—the term used to denote the increase or shrinkage in the
conversion value of property due solely to economic or related causes
such as supply and demand or variation in the value of the medium of ex
change. In periods of demand or during rising price levels the cost
value of property usually tends to be lower than value in exchange; when
articles are in plentiful supply or in periods of falling price levels, cost
value usually tends to be greater than exchange value. In any event
fluctuation is the difference between cost value and value in exchange at
any particular time.’
“I am not entirely certain that this word is the best one to be secured
but I believe that we ought to have a separate term which will denote
the increase or decrease from cost value to conversion value due solely
to economic conditions, such as the operation of the law of supply and
demand or the changes in the value of the medium of exchange. This
means that depreciation when used in the sense of shrinkage in conversion
value and appreciation disappear from terminology.
“With reference to the definition of depletion, I have no objection
to the committee’s definition as it stands provided, however, that item
(B) is eliminated. Here we are carrying over the term used in common
parlance, and it would seem to me that we ought to omit to mention it
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in our accounting terminology. The next paragraph beginning with the
words ‘depletion differs’ is all right provided that we use the word cost
value instead of value and add the words ‘or climatic conditions’ after
the word neglect.
“With reference to the use of the word amortization, I believe that
the use of this term should be confined entirely to a condition where the
life of the asset is definitely known and where a definite amount can be
written off in each fiscal period. This would confine the use of the term
to premiums on investments purchased, leaseholds, patents or other in
tangibles with a definite fixed and determinable life, and physical property
purchased for a specific purpose and valueless (except possibly for con
version to other uses) at the expiration of a certain period. The use of
the term amortization in connection with physical plant would be proper
in the case of the purchase of war facilities.
“I am not at all in sympathy with the use of the term amortization
when used in connection with debt. Let us find some other term for the
gradual extinguishment of debt.
“I find no fault with the definition of obsolescence or with that of
inadequacy.
“I am, of course, open to conviction in the views expressed above
and I offer them to the committee for whatever they may be worth. I
am sending you two carbon copies of this letter in case you desire to
send them to the other members of your committee.”
Letter No. 2
“My general impression is that the committee has used great care to
be accurate and to get the gist of the matter in each case. Yet if I had
been doing the work I think I should have given a little different emphasis
in some instances.
“Depreciation. Would it not be a good idea to show that, for
accounting purposes, depreciation relates to and is based upon the original
outlay? I know some people would say that is only one way of figuring
depreciation, but to my mind it is fundamental in depreciation, that when
your reserve becomes equal to the cost, there is nothing further to depre
ciate. The definition seems to concern itself primarily with the physical
facts of depreciation; yet when you say that ‘depreciation is at best
only an estimate’ you are of course speaking of the measurement and re
cording of it. The definition seems to me to leave the matter too much in
the hands of the engineers, and to contain too little of the accounting
aspect.
“Amortisation. I wonder if the distinction between depreciation and
amortization is definitely shown by the case given. It would be my first
reaction that such mine shafting should be depreciated on the basis of a
normal life, and that the balance which would be left unrecouped is the
amount which would be amortized. That is what, I believe, has been
happening on the war plants which have been amortized under income
tax regulations. They were depreciated at a more or less normal rate
during the life of their original usefulness, and the balance is what was
amortized.
“Appreciation. In view of the fact that the off-setting of appreciation
and depreciation is usually done wrongly, I think it would greatly
strengthen the statement if it read ‘appreciation is the antonym of depre
ciation only in so far as the latter is used to denote shrinkage in con
version value.’
“Obsolescence. I am a bit taken aback to learn that obsolescence is
a mere segregation of surplus. I think it would at least depend on cir
cumstances. How about the electrical industry, where I understand that
most of the equipment is retired from obsolescence, rather than from
wearing out? Would it be contended that the process of recovering the
original outlay is not a cost? The expression ‘obsolescence rarely accrues’

474

Terminology Department

again seems to refer to the physical facts of the plant. If ‘accrual’ means
simply the apportionment of incomes and outlays over the period of their
operation of life, then it would seem that obsolescence accrues in the
same way as depreciation. The whole question seems to turn on whether
a machine is a cost of the products coming from it in its lifetime. If its
lifetime is cut short by something entirely outside the influences of the in
dustry then I would admit that its loss is not a cost. A machine de
stroyed by fire or flood is not a cost; if it is properly insured outside no
loss arises; if it is not, then surplus may be the only cover for it. But
if the life of the asset is curtailed by factors operating within the condi
tions of the industry, whether it be from wearing out, or from the
progress of the arts and invention, it would seem to me that the whole
of the original outlay is a charge to the period of its life. I believe that
is good economics as well as good accounting: each industry must carry
its own costs, including the costs of its own progress.
“You will see from the foregoing that it raises quite important ques
tions in my mind. If I were to discuss the points with you, as you
doubtless have with other members of the committee, I might shift my
ground. I simply give my present reactions.
“I shall be interested to watch progress.”
Additional discussion of the original article appearing in the Septem
ber issue or of the letters appearing in this issue of The Journal of
Accountancy is invited. Communications should be addressed to any one
of the undersigned.
Walter Mucklow, Chairman,
420 Hill Building,
Jacksonville, Florida
Edward H. Moeran,

120 Broadway, New York

J. Hugh Jackson,
56 Pine Street, New York

Edward R. Burt & Company announce the removal of their offices
from the Balboa building to 731-732 Hearst building, San Francisco,
California.

Barrow, Wade, Guthrie & Co., announce that E. D. Hilton is now in
charge of their Chicago office.
T. Coleman Andrews announces the opening of an office in American
National Bank building, Richmond, Virginia.

Oswald Lyon announces the opening of offices at 40 Court street,
Boston, Massachusetts.
Meyer Kurz announces the opening of offices at 25 West 43rd
street, New York.
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